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KEY ECONOMIC INDICATORS 


Millions of U.S. dollars, Source: Banco Central de Reserva, 
unless otherwise stated unless otherwise indicated 
$U.S. 1 = £2.50 
Item 1975 % 75/74 
GDP, current prices ; 1845.2 +17.1 
constant 1962 prices : 1244.4 + 6.0 
per capita, current prices 
Fixed capital investment 
as % of current GDP : ; 19.2 
Indices: 1962 = 100 
Industrial Production ‘ NA 
Male hourly wages, ° NA 
industry, San Salvador 
Electricity consumption (m/kwh) ‘ i 472.6 
(6/75) 
MONEY AND PRICES 
Money Supply : 5 189.1 
(9/75) 
Public Debt . . NA 
External ° . NA 
External Debt/Service ratio 
Interest Rates 
Central Bank Disc. 
Commercial Prime Average 
Price Indices: 
Consumer, San Salvador worker 


Wholesale, excluding coffee 


BALANCE OF PAYMENTS AND TRADE 
Balance of Payments 

Trade Balance (9/75) 

Current Account 

Basic Balance 
Net International Reserves (9/75) 
Exports FOB Total (8/75) 

US 

CACM (8/75) 
Imports CIF Total (8/75) 

US ly3% 

CACM (8/75) 27. 
CACM Trade Balance (8/75) +32. 
Unroasted coffee exports (8/75) ‘ 182. 


TRADE WITH U.S.(000's $) (1975 not available) 

Exports: 1973 1974 Imports 
Coffee 90.3 106.0 Foods 2 
Sugar 10.2 24.0 Non-electrical machinery 1 
Shrimp 8. 13.2 Electrical machinery 
Meat 4. - Organic chemicals 
Food products Se Fertilizers 


-81. 
~-138. 
+ 80. 

81. 

462. 

159. 

147. 

557. 
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EL SALVADOR 


SUMMARY 


Recession, inflation and unpredictable changes in commodity prices 

have buffeted the Salvadoran economy in 1974 and 1975. Real growth 

of GDP is estimated at 4% in both years. Inflationary pressures were 
severe in 1974 due to external influences and excessive credit creation 
but appear to have slackened in 1975 following a clampdown on credit by 
monetary authorities. A killing frost in Brazil in mid-1975 sent 
coffee prices to high levels but the 1975/76 crop is very poor. Public 
investment, financed primarily by concessional lending, continued to 
grow, providing the major impetus for such growth as occurred in 1974 
and 1975. Interest in tourism was high, but problems exist in this 
sector. The Government continued to run a healthy surplus of current 


revenues over expenditures. 1974 saw a record balance of payments 
deficit on current account ($139 million) but the performance in 1975 
will apparently be better. An increase in political activity was noted 
as the country entered a period of elections but basic stability remains 
unimpaired. 


The two areas providing the most important opportunities for US trade 

and investment are the accelerating program of public investment and 

the Government's search for labor intensive export industries. The 
investment program has and will continue to generate important sales 
opportunities for US firms. The US improved its market share nearly 

one percentage point in 1974. The investment climate is good as the 
Government actively seeks to attract foreign firms to invest in labor- 
intensive export-oriented industries. An adequate financial and comnuni- 
cations infrastructure complements the country's most important factor 

of production -- abundant, trainable and lowcost labor. 





Current Economic Situation and Trends 


World recession and inflation plus unpredictable swings in commodity 
prices buffeted the Salvadoran economy during 1974 and 1975. In 1974 
growth slowed, the country suffered serious deficits on current account 
for the first time in recent memory, and inflation became a serious 
problem. However, public investment remained at high levels, the 
Government has been able to finance the deficit on current account, and 
inflation appears to be slacking off. Also, the prospect of a long 
period of high coffee prices augurs well. 


While official figures show real growth of GDP in 1974 as over 6%, it 

is probably inflated and 4% would be closer to the mark. This growth 
was attributable largely to increased investment by the public sector 

as several relatively large scale development projects got under way. 
Manufacturing production grew, but at a relatively low rate, while 
agriculture was weak due to adverse weather conditions. On external 
account, El Salvador recorded a current account deficit of $139 million, 
the largest in its history. This current account deficit resulted from 
a combination of increased import prices, notably of petroleum and its 
derivatives, import demand generated by development projects, and excessive 
internal credit creation. In mid-1974, the Government took measures to 
restrict imports of consumer goods. Inflation, which began in 1973, 
continued apace, with consumer prices rising 23% in 1974. 


The outlook for 1975 is for another year similar to 1974. Once again, 


real growth may be in the neighborhood of 4% with increased public sector 
investment making up for lower growth in other sectors and a large deficit 
on current account. Private investment, however, is weaker than anti- 
cipated, as investors appear to be holding back because of recessionary 
factors, a heightened sense of political contention and uncertainties 
regarding the Government's intentions with regard to agrarian reform plans. 
Public sector investment is stimulating a construction boom and growth in 
this sector for the year is estimated by the Central Bank at 40%. Con- 
struction materials bottlenecks however, notably a scarcity of cement, 

may lower this figure. Growth in manufacturing production is expected 

to be relatively weak in 1975, as recession and trade barriers are reducing 
sales to other Central American countries, El Salvador's principal markets 
for manufactured goods. Climatic conditions during the 1975 growing 
season were again adverse, and agricultural production is not expected to 
rise much above that of last year. The coffee crop is particularly poor, 
with estimates ranging from 1.6 to 1.7 million 60 kilo bags this year. 

On external account, a somewhat smaller deficit than last year's, about 
$125 million, is anticipated. On the export side greatly increased shipments 
of sugar at relatively favorable prices plus some improvement in receipts 
for coffee as a result of the increase in prices after the Brazilian 

frost will offset declines in the rate of growth of manufactured goods 
exports. Imports are growing at a slower rate, with the 14% increase 
registered through September reflecting only increased prices. However, 
imports are seasonally higher in the latter part of the year. 





Inflation: Relief in Sight? 


As of this writing, consumer prices in El Salvador are slackening their 
rate of growth. Through August, consumer prices have increased about 

12%, but the rate of increase has been practically static in July and 
August. Wholesale prices (excluding coffee) have shown little movement 
since the end of last year. This development is attributable to both 
slackening inflation in the rest of the world and a clampdown on credit 
growth instituted by the Central Reserve Bank beginning late in 1974, 
However, factors coming into play late in 1975 and early 1976 will tend 

to push prices up. Recent increases in the price of crude petroleum 

are already reflected in higher gasoline prices and will presumably have 

a lagged impact on general import prices. Price increases which have 

been postponed through 1974 and 1975, notably electricity rates, are 

likely to increase in 1976. Finally, wage levels, which have not generally 
kept pace with rising prices, are expected to rise substantially towards 
the end of this year and early 1976. 


Coffee: Frost in Brazil 


Coffee is the most important of Salvador's exports. The catastrophic 
frost in Brazilian coffee-growing areas has rescued the Salvadoran Coffee 
Company from what looked likely to be a debacle. An attempt to withhold 
coffee from the market in 1974 to maintain the prevailing high prices was 
foundering badly as Salvador held swollen and expensively-financed coffee 
stocks in a falling market. Elevated world coffee prices resulting from 
the Brazilian frost mean that coffee sales will probably be a strong point 
in Salvador's external accounts for the next two or three years. Not much 
effect will be noted for 1975, however, because the Salvadoran Coffee 
Company, the semi-official marketing organization, is following a con- 
servative sales policy. Also, the coffee year 75/76 crop, now being 
harvested, is one of the poorest in years, due to a combination of adverse 
cyclical and climatic conditions. Estimates of the crop are running 1.6 
to 1.7 million 60 pound sacks. The Company's conservative sales policy 

is causing increasing controversy as prices decline from the extremely 
high levels achieved during the summer. 


Public Investment continues high 


The Salvadoran Government is continuing to increase the pace of public 
investment under the country's 1973-1977 Plan. This development has been 
a major factor in sustaining real GDP growth in 1974 and 1975. These 
investment programs also provide important sales opportunities for U.S. 
business (see "Implications for the United States", below). Major projects 
currently under way are the hydro-electric dam at Cerron Grande, a second 
geothermal unit at Ahuachapan and important highway construction. Projects 
which will get under way over the next few months are a pipeline and wells, 
to increase the city of San Salvador's water supply, and the Comalapa 
International Airport and access freeway. The Government is also engaged 
in a sizable program of low-cost housing construction. Further off are a 





new hydro-electric dam on the Rio Lempa and more geothermal units. More 
highway construction is also planned, as well as infrastructure for 
tourism development in the coastal regions. 


Tourism: The Miss Universe Country 


A heightened interest in tourism was evident during the year, highlighted 
by the holding of the 1975 Miss Universe contest in San Salvador. However, 
the number of tourists entering the country decreased by 6.3% during the 
first half of 1975. This probably reflects recessionary conditions 
prevailing in the U.S. and other countries. New, liberalized U.S. regu- 
lations on charter operations plus lower fares on scheduled airlines 
serving Central America may help recoup the situation. While interest 

is high and rumors of new tourism projects abound, few seem to be material- 
izing. There are in fact some serious obstacles which must be overcome 
before tourism can become an important factor in the Salvadoran economy: 
Infrastructure must be created and, if the coastal region is to be developed, 
malaria must be brought under control. The Instituto Salvadorefo de 
Turismo is actively promoting possibilities and a study is currently being 
carried out with Central American Integration Bank financing. 


Fiscal Policy: Healthy Surplus Continues 


The Central Government continues to generate a substantial surplus of 
current revenues over current expenditures. This has been accomplished 

by a policy of holding down current expenditures as revenues increase both 
through new taxes (notably a new tax on the export of sugar), greater 
efficiency in collections and the adoption of more stringent standards for 
deduction allowances. The current surplus for 1976 is estimated at 80 
million colones. Substantial wage increases for public employees which 
take effect January 1 will add an estimated 60 million colones to current 
expenditures for 1975 but if revenues continue to rise at the rates of the 
last three years there should still be a surplus. These surpluses, plus 
increasing flows of concessional financing from international financial 
institutions and bilateral aid, are financing the greatly increased public 
investment program described above. 


Balance of Payments 


El Salvador's deficit on current account for 1974 was a record $139 million. 
During the year imports increased rapidly in both volume and price, 
stimulated by large public and private investments and inventory building 

in anticipation of price increases. Marketing problems in coffee and 

sugar held down export growth. The deficit was financed by official and 
private capital inflows of $167 million, resulting in an increase of $28 
million in the country's net international reserves. In contrast to previous 
years, the Central Reserve Bank contracted a considerable amount of medium- 





term indebtedness during 1974, resulting in a deterioration in the 
maturity structure of the country's external debt. Most of this 
indebtedness has been worked off during 1975. 


The outlook for 1975 is for a somewhat smaller deficit on external 
account, about $125 million. Imports are not rising as fast as in 1975 
while export performance should improve mainly as the result of the rise 
in coffee prices and booming exports of sugar. Exports of manufactures 
to CACM countries continued to stagnate. 


Political Atmosphere 


An increase in political activity took place as the country headed into 
three years of elections -- municipal and legislative in 1976, presidential 
in 1977 and municipal and legislative again in 1978. The legitimate 
opposition stepped up its criticism of government actions, while some 
clandestine groups from both extremes of the political spectrum became 
more active. Some terrorist actions occurred, including the kidnapping 

and release for ransom of a prominent businessman. Also, a heightened 
degree of labor unrest was noted. In late June, the Government made a 
long-expected announcement that it would initiate an agrarian reform 
program. Legislation was pushed through the Assembly in spite of vigorous 
protests by private sector opponents of the measure. Intensive discussions 
and planning for this program are now under way within the GOES and it is 
not yet known what form the agrarian reform will take. These developments 
have understandably aroused concern within the business sector and may 
have contributed in some degree to postponement of some investments. 
Government officials at the highest level have initiated a dialogue with 
the private sector aimed at enhancing private sector confidence and support 
for the Government. The basic stability of Salvadoran political institutions 
remains unimpaired and the receptive attitude of the Government towards 
foreign (particularly U.S.) trade and investment will continue into the 
foreseeable future. 





Implications for the United States 


The structure of the Salvadoran economy is in many ways that of a typical 
developing country. There is a pattern of dependence upon traditional 
primary product exports, overpopulation, malnutrition, a high degree of 
unemployment and underemployment and a highly=skewed distribution of 
income. These conditions interreact and reinforce each other to form 

the tough knot of problems summarized in the term "underdevelopment". 

The Government is attacking these problems primarily in two ways: First, 
through the greatly accelerated program of infrastructure investment, 
described above, and second, the attempted development of new export 
products and markets for Salvadoran manufacturers. It is these efforts on 
the part of the Salvadoran Government which provide the most significant 
opportunity for U.S. trade and investment. The GOES' public investment 
program provides the most important opportunity for U.S. sales. The effort 
to open new export markets provides opportunities for investment. 


The large infrastructure projects now under way or soon to begin provide 
important opportunities for contracts for U.S. firms and should result in 
imports from the U.S. of capital equipment and services. Bids for work 

on urban roads and highway construction should be of interest to U.S. 

firms. Still in the pre-feasibility stage are projected new geothermal 
units and a new hydroelectric dam at San Lorenzo on the Rio Lempa. Interest 
in tourism development is high, although problems are formidable. Financing 
and expertise are needed. Construction of the new international airport 
near Comalapa should begin in early 1976. Although Japanese financing 


will restrict some of the project's expenditures, civil works and some 
other aspects should be open to international competitive bidding. 


Three sectors will continue to receive priority attention for the remainder 
of the 1970's: ousing, health and education. Public housing production, 
which has averaged 2600 units in recent years, will increase due to a $15.5 
million dollar project (8000 units plus community service centers) of the 
Fundaci6n Salvadorena de Desarrollo y Vivienda Minima ($8.5 million from 
IDB and IBRD). The Social Security Institute's Social Housing Fund will 
begin disbursing against its resources, fed by a 5.5% payroll tax, and 

the Government's housing authority, the Instituto de Vivienda Urbana, is 
stepping up its own program. Private construction has greatly exceeded 
expected levels in 1973 and 74 and promises to continue relatively strongly 
in 1976 after a slowdown in 1975 due to credit problems and materials 
scarcities. While the external cost of individual projects is low, the 
aggregate investment is impressive and should provide opportunities for 
suppliers of construction materials and housing-related tools not produced 
in Central America. In the field of public health, a $15 million IDB loan 
granted in 1974 is being used to construct a series of health centers and 
emergency clinics. Bids are expected to be sought in April on a planned 
620 bed hospital in San Miguel financed by a $15.6 million IDB loan. Much 
of the services and equipment involved in this program will be imported. 





In the field of education, more than $5 million of a $17 million IBRD 
education loan is expected to be disbursed in 1976. 


The U.S. market share increased nearly one percentage. point in 1974, 

from 29.1% in 1973 to 29.8% in 1974. The product composition of U.S. 
exports to El Salvador changed little from 1973 to 1974. The six product 
categories listed in our indicators represented 53 and 48% of total U.S. 
exports to El Salvador in 1973 and 1974 respectively. Shipments of non- 
electrical machinery and transportation equipment picked up as delivery 
conditions improved. Coffee and sugar accounted for 81.8% of Salvadoran 
exports to the U.S. in 1974, a considerable increase over 1973 because 

of higher prices, not an increase in volume. A significant increase 

was also registered in shipments of shrimp. Meat shipments in 1974 showed 
a slight increase over 1973, but lower beef prices in 1975 have caused 
shipments to the U.S. market to drop significantly below the 11 million 
pound 1975 meat restraint level negotiated with the U.S. Manufactured 
products are becoming increasingly important in Salvadoran trade with the 
U.S. Shipments of food products in 1974 were $4.1 million while textiles 
accounted for $2.3 million of Salvadoran shipments to the U.S. market. 
This trend will presumably increase as Salvadoran industry takes advantage 
of the U.S. GSP, which will go into effect on January 1, 1976, and as the 
GOES' export promotion program becomes more effective. During 1975, the 
U.S. and Salvadoran Governments engaged in inconclusive discussions aimed 
at establishing a multifiber textile agreement between the two countries. 


U.S. export efforts are helped by the generally good reputation of U.S. 
products, Salvadoran familiarity with the U.S. market, relatively good 
communications and the effects of a realistic rate of exchange for the 
dollar on U.S. competitiveness. Personal visits to this market are 
encouraged and the Embassy will provide as much assistance as possible. 
Many Salvadorans correspond in English but promotion in Spanish pays off. 
One promotional vehicle which prospective suppliers may wish to consider 
is the VII International Fair of El Salvador, which will take place in 
November 1976. U.S. participation is expected to be coordinated by a 

Fair Committee formed by the Embassy and the American Chamber of Commerce. 
The Embassy regularly feeds a large quantity of trade opportunities into 
the Department of Commerce's TOPS service with good results. Additionally, 
major projects are advertised in a timely manner through the Department 

of Commerce. A.1I.D. financed projects are announced in the A.I.D. Financial 


Export Bulletin and in Commerce Business Daily. 


Investment Setting 


Investment Atmosphere Remains Good 


The Government of El Salvador is making a strong effort to attract foreign 
investment. The Institute of Foreign Commerce administers El Salvador's 
1974 Export Promotion Law, which supplements 1970 legislation in the area 





of fiscal incentives, providing benefits for up to 12 years, export 
financing and insurance. The Institute is now operating a free zone 
adjacent to Ilopango International Airport. To date, one U.S. company 
has set up a plant there. 


The country's adequate financial, communications and transport infra- 
structure and medium term prospects for relatively inexpensive hydro- 
electric and geothermal power complement the chief comparative advantage - 
industrious, trainable and low cost labor. There is evidence of 
considerable interest on the part of U.S., Asian and European firms to 
invest in El Salvador, principally because of rising labor costs in their 
home countries. 


The present regime is committed to attracting foreign investment which 
complements national policies, especially investments in labor-intensive 
and export areas. The Government of El Salvador has a good record in its 
dealings with foreign companies. 
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